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Students’ Department
Edited by H. A. Finney

(Note.—The fact that these solutions appear in The Journal of
Accountancy should not lead the reader to assume that they are the
official solutions of the American Institute of Accountants. They merely
represent the personal opinion of the editor of the Students’ Department.)
AMERICAN INSTITUTE OF ACCOUNTANTS
EXAMINATION IN ACCOUNTING THEORY AND PRACTICE
PART II
NOVEMBER 16, 1923, 1 P. M. to 6 P. M.

The candidate must answer all of the following questions.
1. (27 points) :
You are instructed to prepare, for a meeting of creditors, a statement
of the debts, liabilities and assets, as at July 31, 1923, of Joseph Herman—
trading as the Globe Manufacturing Co.—against whom a petition in
bankruptcy was presented by creditors on August 1, 1923.
The statement should show the amounts available for payment of each
class of creditors.
The following data have been obtained, partly from the books and
partly from information supplied by Herman, the estimates of values being
as stated by the debtor.
assets

Works, buildings and land, mortgaged, cost $25,000, estimated value
$15,000. Unimproved land, mortgaged, cost $25,000, estimated value
$27,500. Dwelling-house, cost $12,000, estimated value $14,000; first mort
gage $6,000, interest accrued $150; second mortgage $4,500, at 6 per cent.,
granted to his wife May 1, 1923, as security for loans of $3,000 on March 1,
1923, and $1,500 on May 1, 1923.
Household furniture, claimed by wife, cost $3,000, estimated value
$1,500; auto delivery truck, cost $1,200, estimated value $1,000; passenger
car, cost $650, estimated value $350; stock in trade on hand, cost $85,000,
estimated value $60,000; stock in trade at agents’ for sale, cost $10,000,
estimated value $7,500 less advances by agents of $6,000.
Cash on hand and at banks $1,250.
Protested bills and promissory notes on hand $2,500, estimated to
realize $750; trade-marks and patents, book value $10,000, estimated to
realize $1,000; office furniture and fittings, cost $2,200, estimated value
$600; preferred stock of the Enjee tin mines, 60 shares of $100 each full
paid, subject to recent assessment of $20 a share under reorganization
scheme, estimated value nil; life-insurance policy $5,000, surrender value
$600 less advance by insurance company $500, assigned to wife March 1,
1923, on condition of her paying future premiums and premium and interest
then due amounting to $125.
Disputed claim against Roberts & Co. for breach of contract to pur
chase goods $3,000, value nil.
Machinery and tools, cost $22,500, estimated value $15,000. Machines
bought on hire-purchase system, price $6,000, estimated present value $5,000,
payments already made $2,500, estimated equity $1,250.
Accounts receivable—good $18,000; doubtful $7,000, and bad $5,000,
estimated to realize $22,000.
Personal property exempt by law, estimated value $200.
J. Herman receives $1,000 per annum from his mother, his father’s
will having provided a trust fund for three children, and the mother having
the right to distribute the income at her discretion and to nominate, by
her will, the children who are to receive the principal at her death.
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Accommodation paper, jointly with Alfred Brown, now bankrupt,
$20,000, due August 15, 1923; this bill was discounted and each of the two
parties received one-half of the proceeds.
Creditors for raw materials of manufacture supplied to debtor (prefer
ential claims under the laws of the state), $15,000; other trade creditors,
unsecured, $110,000; notes payable $15,000; notes receivable discounted
$6,500, estimated liability $1,500; judgment creditors’ claims and costs $970;
loan creditor for $21,700 at 6 per cent interest, partly secured by second
mortgage on works for $10,000; interest accrued on $11,700, $410; interest
accrued on mortgage of $10,000, $350; loan from wife made July 1, 1923,
unsecured, $1,500.
First mortgage on works at 6 per cent., $10,000; interest due June 30,
1923, still unpaid, $350; purchase-money mortgage on unimproved land at
5 per cent., $15,000; interest unpaid since March 31, 1923.
Wages and salaries due—to twenty workmen, one week’s wages, $750;
to two salesmen, salaries and commissions for July, 1923, $310 and $240;
to works manager, salary for July, $400.
Taxes and licences due—federal, $300; state, $1,250; municipal taxes
on dwelling-house, $250.
An assessment of $2,200 on the unimproved land, for local improve
ments, was made three years ago; this was arranged to be paid by ten
yearly instalments with interest at 7 per cent.; the interest has been paid
to July 31, 1922, and $660 has been paid on account of the principal.
Estimated capital of Joseph Herman, $21,530.

Solution:
Joseph Herman
Statement of Affairs
July 31, 1923
Assets

Nominal
value

Expected to
realize

Assets pledged with creditors:
$ 25,000.00 Works buildings and land—
estimated value .
$15,000.00
Deduct: First mortgage .. $10,000.00
Interest accrued
(Note 1) ....
350.00 10,350.00
Balance—security for sec
ond mortgage (Contra)

4,650.00

25,000.00 Unimproved land—estimated value
27,500.00
Deduct: Purchase money
obligation ............. 15,000.00
Interest accrued ..
250.00 15,250.00 $ 12,250.00
12,000.00 Dwelling-house (Note 2) —
estimated value ..............
Deduct: First mortgage ..
Accrued interest ..
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14,000.00

6,000.00
150.00

6,150.00

Students’ Department
Nominal
value

Expected to
realize

Balance—security for second
mortgage ..............
7,850.00
Deduct second mortgage (Note 3)
Principal ..............
4,500.00
Accrued interest .........
67.50 4,567.50

10,000.00 Stock in trade at agents’ for
sale—estimated value ...
Deduct advances by agents

3,282.50

7,500.00
6,000.00

1,500.00

6,000.00 Machines bought on hire-purchase system:
Estimated value.
5,000.00
Less liability:
Price ................................
6,000.00
Payments .......................
2,500.00
Balance ...........................
3,500.00
Accrued interest (assumed,
to account for stated
equity) .....................
250.00 3,750.00

1,250.00

Free assets :
Household furniture (Note 4), no value to creditors
1,200.00 Auto delivery truck—estimated value .................. $
650.00 Passenger car—estimated value ............................
85,000.00 Stock in trade on hand—estimatedvalue ...............
1,250.00 Cash ..........................................................................
2,500.00 Protested bills and promissory notes ....................
10,000.00 Trade-marks and patents ........................................
2,200.00 Office furniture ........................................................
6,000.00 Preferred stock of Enjee company—no value....
Life insurance policy (Note 5)
3,000.00 Claim against Roberts & Co.—no value.
22,500.00 Machinery and tools ..............................................
Accounts receivable
18,000.00
Good ......................................................................
7,000.00
Doubtful ................
5,000.00
Bad ........................................................................
200.00 Personal property—exempt by law.
Annuity of $1,000.00 (Note 6).

1,000.00
350.00
60,000.00
1,250.00
750.00
1,000.00
600.00

15,000.00

18,000.00
4,000.00

Total free assets .. .....................................................
Deduct preferred liabilities—per contra ..................

120,232.50
18,417.80

Net free assets ...........................................................
Deficiency to creditors ..............................................

101,814.70
55,375.30

$157,100.00

$242,500.00
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Liabilities

Nominal
value

Expected to
rank

Preferred liabilities:
$ 15,000.00 Creditors for raw material—deducted contra.
750.00 Wages—workmen—deducted contra.
540.00 Salaries and commissions, salesmen—deducted contra.
Taxes, etc.:
300.00
Federal.
1,250.00
State.
250.00
Municipal.
327.80
Assessments on unimproved land (Note 8).
18,417.80 Total—deducted contra.
Fully secured liabilities:
10,000.00 First mortgage on works—deducted contra.
350.00 Accrued interest thereon—deducted contra.
15,000.00 Purchase money mortgage on unimproved land—deducted
contra.
250.00 Accrued interest thereon—deducted contra.
6,000.00 First mortgage on dwelling—deducted contra.
150.00 Accrued interest thereon—deducted contra.
4,500.00 Second mortgage on dwelling—deducted contra.
67.50 Accrued interest thereon—deducted contra.
6,000.00 Agents’ liens for advances on consignments—deducted contra.
3,500.00 Liability on hire-purchase of machinery—deducted contra.
250.00 Accrued interest thereon—deducted contra.
Partially secured liabilities:
21,700.00 Loan creditor ....................................... $21,700.00
760.00 Accrued interest
On $10,000 second mortgage. .$350.00
On 11,700 balance of debt.. 410.00
760.00
Total ....................................
Less second mortgage equity in plant

22,460.00
4,650.00 $ 17,810.00

Unsecured liabilities:
10,000.00 Accommodation paper ............................................
10,000.00
110,000.00 Trade creditors .......................................................
110,000.00
15,000.00 Notes payable ..........................
15,000.00
970.00 Judgment creditors (Note7) ................................
970.00
1,500.00 Loan from wife .....................................................
1,500.00
10.00 Salesman’s salary of $310 minus $300 preferred..
10.00
400.00 Salary of works manager.......................................
400.00
Contingent liabilities:
Notes receivable discounted, $6,500; estimated liability 1,500.00
Balance of accommodation paper—$10,000.00.
17,674.70 Nominal capital.
$242,500.00
$157,190.00
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Note 1. It is assumed that the $350.00 interest stated by the problem
is the entire accrued interest at July 31st. Six months’ interest, to June 30,
1923, would be $300.00, and the interest for July would be $50.00. This
seems to be contrary to the wording of the problem, but if this assumption
is not correct there must have been seven months’ interest accrued at
June 30th.
Note 2. There may be a homestead exemption on the dwelling-house,
but none is taken in this solution because the existence and the amount of
the exemption would depend on the state in which the bankrupt resides.
Note 3. It is assumed that the loans from Mrs. Herman were bona
fide. If Herman were insolvent on May 1st, when the mortgage was
executed, the attempt to make the mortgage security for the loan of
March 1st would be an act of bankruptcy in that it would give one creditor
a preference on an existing debt. The mortgage could in that case be set
aside so far as the March 1st loan is concerned, but it would still be valid
security for the loan on May 1st. As there is no information to show that
Herman was insolvent on May 1st, it is assumed that he was solvent; on
that assumption the mortgage can not be set aside as to either loan.
Note 4. If the household furniture really belongs to the wife, it
should not be listed among the bankrupt’s assets. This is a question of
fact, but it is assumed in this solution that the wife’s claim is valid.
Note 5. The assignment of the life-insurance policy took place on
March 1st. This could not be set aside unless the creditors’ petition was
filed within four months, which was not done.
Note 6. As Herman’s mother has the right to distribute the income
at her discretion, it is assumed that she would discontinue distributions to
Herman—at least temporarily.
Note 7. In some states the judgment claims, $970.00, would be liens
against the real estate.
Note 8. Total assessment ................................................ $2,200.00
Amount .paid (presumably the last payment
was made on July 31, 1922, because no inter
est has been paid since that date) ............
660.00
Balance at July 31, 1922 ..................................

$1,540.00

One year’s interest on $1,540.00 at 7%.............
Add assessment due at July 31, 1923 ................

$ 107.80
220.00

Total amount due at July 31, 1923.................... $ 327.80
2. (15 points):
A client contemplates investing capital, as a special partner, in a trading
business which proposes to manufacture its own products in the future
instead of having them made by other concerns.
The business appears to be a profitable one and is not subject to changes
of fashion.
Your client has been offered one-third of the net profits on condition
that he invest $200,000 as capital and an additional $100,000 as a loan with
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interest at 6 per cent. per annum. These funds are at present invested to
yield an average income of 5 per cent. per annum.
Each of the two working partners has $100,000 capital in the business
and during the last five years each has received a salary of $5,000 and a
further average profit of 10 per cent. It is proposed to continue the
salaries of the two working partners and to charge these and the interest on
the $100,000 loan as expense before dividing the profits.
Assuming that the additional funds would earn, at least, the former
average profit, show the probable income to your client from the investment.
What advice would you give him for the protection of his interests?
Solution:
In the past the $200,000 investment has provided for:
Salaries ...................................................................................... $10,000.00
Further average profit ...........................................................
20,000.00
Total ..........................................................................................
The problem states that it assumed that the additional funds
would earn at least the same average profit. Strictly
speaking, the salaries are not profits; hence the average
profits have been $20,000. It should also be noted that
the problem says “the same average profit,” not the
same average rate of profit. Therefore, it is assumed
that the additional funds will produce profits of...........

$30,000.00

20,000.00

Making a total of .................................................................... $50,000.00
From which will be deducted:
Salaries ......................................................... $10,000.00
Interest on loan ...........................................
6,000.00 16,000.00
Balance to be divided equally ................................................

$34,000.00

Under the proposed arrangement, the client would receive:
Interest on loan ..............................................................
$ 6,000.00
Profits—⅓ of $34,000.00 ......................................................
11,333.33

Total.........................................................................................
This would be an earning of ..............................................

$17,333.33

5.77+%

The client should be advised to insist upon a division of the profits in
the capital ratio. The old partners receive a salary for their services;
presumably the remaining profits arise from the use of capital, and hence
they should be divided in the capital ratio.
As the client will have no voice in the management it would seem
advisable for him to have the business incorporated and receive preferred
stock for his $200,000.00 investment, and perhaps also for his loan. The
stock should be preferred as to assets, so that he will be the last to suffer
from any possible mismanagement by the other two men; and it should be
participating, so that he will receive the same rate of profits that the other
two men receive.
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3. (12 points) :
How would you deal with the following premium or discounts, in the
first and subsequent years:
(a) An issue of preferred shares at a premium;
(b) An issue of bonds at a discount redeemable at par;
(c) An issue of bonds at a discount redeemable at a premium at a
fixed date or by purchase in the open market prior to that date.
If there were a saving by purchasing in the open market, how
should this be treated?
(d) State your opinion as to the correctness of crediting to surplus
account a premium on the issue of stock. If so credited, is
the premium legally available for distribution as dividend?
Solution:
(a) Premium on an issue of preferred shares may be credited to
surplus or to capital surplus. See answer to (d). Discounts should be
charged to discount on preferred stock. This account should be gradually
written off against surplus in subsequent years.
(b) Discount on an issue of bonds redeemable at par should be charged
to discount on bonds. This account should be written off over the life of
the bonds by charges to bond interest. The write-off may be made in equal
instalments at each interest date, or by the scientific effective interest method.
Premium on an issue of bonds should be credited to bond premium
account, to be written off over the life of the bonds by credits to bond
interest.
(c) Discount on an issue of bonds to be redeemed at a premium on a
fixed date, or by prior purchase, should be charged to bond discount. This
account should be written off during the life of the bonds, as explained
in (b). Moreover, bond interest should be charged at each interest date
with an additional amount sufficient to create a bond premium account at
the date of maturity equal to the premium to be paid at that time. If bonds
are purchased in the open market at less than the carrying value of the
liability (par of bonds minus discount account or plus premium account,
after the discount has all been written off) the saving should be credited
to surplus or capital surplus.
Premium on an issue of bonds to be redeemed at a premium at a fixed
date or by prior purchase, should be credited to premium on bonds. If the
premium to be paid at maturity is less than the premium on the issue, the
premium on bonds should be written down to the amount of the redemption
premium during the life of the bonds. If the premium to be paid at
maturity is more than the premium on the issue, the premium on bonds
account should be written up to this larger figure by charges to bond interest
during the life of the bonds. Savings on purchases should be credited to
surplus or capital surplus.
(d) There is only one objection to crediting premiums on stock to
surplus, and that is the fact that profits from operations should be kept
separate from extraneous profits. The premium may be credited to surplus
or capital surplus, or to premium on stock. Regardless of the account
credited, the premium is legally available for dividends.
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4. (38 points) :
The Benson Company was incorporated June 1, 1922, for the purpose
of building and selling dwelling-houses.
The authorized capital was as follows:
Preferred cumulative, 7% stock; 1,500 shares of $100 each.... $150,000
Common stock;
1,500 shares of $5 each....
7,500
$157,000

At a meeting, after incorporation, the board of directors accepted an
offer by the president, in consideration of the issuance to him of $7,500
common stock, to transfer to the company all his rights in a three years’
option to purchase 150 lots of unimproved land of the Graham estate at
$400 a lot.
On July 1, 1922, the company bought a block of land—120 lots, each
20 by 100 feet—from the Walker estate at $1,000 a lot, the vendor agreeing
to do the grading and sewering, make roads and pave sidewalks. A subse
quent agreement provided, however, that in consideration of the Benson
Company’s undertaking this work and assuming liability for a general
sewer assessment of $4,800, the vendor should allow the sum of $42,000
from the $120,000 purchase price.
On September 1, 1922, a contract was made with the Eastern Con
struction Co. for the building of group 1, comprising two detached houses
at an estimated cost of $15,000 each, and ten semi-detached houses at $12,000
—total $150,000—all on the Walker estate.
The construction company (hereafter known as the contractor) was
to receive a fixed fee of $10,000 for superintendence and management and
to charge only the net cost of the labor, material and direct expense of the
work, whether done by its own men or by those of sub-contractors. Pay
ments were to be made through the contractor on monthly requisitions.
In consideration of a guarantee to bear any excess of total direct
building cost over $172,000 (including the $10,000 fee, but excluding
extras) the contractor was to receive 40 per cent. of any saving between
the original estimate of $160,000 and the guaranteed maximum cost of
$172,000.
Extras were to be charged at cost plus a varying percentage for
superintendence.
Building operations—group 1—began October 1, 1922, and were com
pleted March 31, 1923.
A contract was made by the Benson Co. direct with the Valgimigli
Co., March 1, 1923, for the excavation work and concrete foundations of
two additional groups of houses on the Walker estate land as follows:
Group 2: for 10 semi-detached houses, contract price.. $8,500
Group 3: for a terrace of 12 houses, contract price.... 6,800
Changes were made subsequently which increased these costs.
The total land of the Walker estate used for building operations was
45 lots as shown below:
Group 1: Riley avenue.
For each of 2 detached houses............ 45 ft. frontage
For each of 10 semi-detached houses......... 31 ft. frontage
Group 2: Riley avenue.
For each of 10 semi-detached houses.. 30 ft. frontage
Group 3: Neild avenue.
For the terrace of 12 houses ............. 200 ft. frontage in all
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The land was to be charged against completed houses at the rate of
$1,000 a lot of 20 feet frontage.
Some of the houses were sold for cash outright; others with first and
second mortgages. Two were sold direct; the rest through agents. The
first mortgages were transferred from the building mortgages to the
purchasers of the houses; the second mortgages were first taken by the
Benson Co., which afterward sold them at a discount.

The following is a list of balances on the books of the Benson Co. at
May 31, 1923:
Dr.
Cr.
Land purchase, Walker estate, 120 lots........................... $120,000
Reserve for development of above land.........................
$ 42,000
Surveys of Walker land..................................................
650
Removal and storage, 600 loads of top-soil....................
1,500
Option on 150 lots, unimproved land, Graham estate ...
7,500
Sales from sand-pit, Walker land..................................
1,200
Sales of top-soil, 90 loads................................................
450
Field office, cost of building.............................................
1,650
Assessment on 120 lots, Walker land, for district sewer
4,800
Organization expense, legal and other charges .............
1,620
Retaining fee to lawyer, one year to May 31, 1923 ....
1,000
Legal charges for mortgages and sales of houses.........
450
Real-estate taxes on 120 lots, Walker land, to May 31, 1923 2,400
Outstanding first mortgages on houses unsold, 1 de
tached, $9,000; 1 semi-detached, $7,000 ................
16,000
Commissions, etc., on building loans ..............................
4,800
Interest, etc., on building loans.......................................
750
General expense, June 1 to November 30, 1922 .............
3,200
General expense, December 1 to May 31, 1923 .............
5,500
Capital stock issued, preferred, 7% cumulative.............
125,000
Capital stock issued, common .........................................
7,500

Group 1—
Paid to contractor, on requisitions.........................
156,600
Paid to contractor, fixed fee....................................
10,000
Paid to contractor, for extras and other fees.........
24,310
(Apportion the above three items, 10% on each de
tached and 8% on each semi-detached house)
Balance due to contractor for group 1...........................
1,910
Transfer of labor and material to group 2....................
175
Transfer of labor and material to group 3....................
125
Inspection fees for houses..............................................
250
Gifts and bonuses for houses .........................................
150
Compensation paid for cancelation of order for mill
work because of changes in plans ....................
1,500
Hire-purchase instalments, saw-mill ..............................
150
Fire insurance on 12 houses.............................................
90
Coal for heating houses during construction................
320
Planting gardens and making lawns, 12 houses.............
2,000
(Apportion according to feet frontage)
Sales of houses—
1 detached .........................................................
28,500
9 semi-detached .........................................................
191,650
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Dr.
Loss on sales of second mortgages—
1 detached house ..............................................
2,100
6 semi-detachedhouses ..............................................
10,375
Commissions on sales of houses—
1 detached ...........................................................
662
6 semi-detached ........................................................
3,200
Grading (one-half each, groups 1 and 2) .....................
4,500
Sewering (one-half each, groups 1 and 2) ....................
2,500
Development, 75 unimproved lots, Walker land.............
13,400
Architect’s fees for plans, specifications and supervision—
Group 1 ......................................................................
4,000
Group 2 ......................................................................
620
Group 3 ......................................................................
600
Balance due to architect..................................................
Work billed and paid, group 2......................................
9,500
Work billed and paid, group 3 ......................................
7,200
Valgimigli company, 10% retained ................................
Group 2, transfer from group 1......................................
175
Group 3, transfer from group 1 .....................................
125
Hire-purchase payments, concrete-mixer.......................
420
(Used equally tin groups 1, 2 and 3)
Office furniture and fixtures ...........................................
800
Petty-cash balance............................................................
250
Fire insurance, field office ..............................................
15
Notes payable ..................................................................
First National Bank .......................................................
15,768

Cr.

1,220
1,670

10,000

From the foregoing, prepare:
(a) Statement showing the profit or loss on the operations for the
period to May 31, 1923, with the average cost and gross profits on the
detached and semi-detached houses sold.
(b) Balance-sheet as at June 1 (May 31), 1923, after making such
adjustments, provisions for reserves, etc., as you think necessary from
the details presented and from the following audit notes:
One detached and one semi-detached house of group 1 remained unsold
May 31, 1923.
Plant, material and loose tools remaining on hand from group 1
operations were valued at $2,250. The original cost, $3,500, had been
charged to material of group 1.
The field office was estimated to have a scrap value of $150 after
three years’ use.
The contractor for group 1 is to be charged $250 for use of the field
office.
Of top-soil stored 510 loads were on hand May 31, 1923.
On first mortgages of $16,000 on houses unsold interest at the rate of
6 per cent. per annum had been paid to March 31, 1923.
Fifty per cent. of amount paid for hire-purchases instalments is to be
written off for wear and tear.
The by-laws of the company provide for salaries as follows: The
president is to receive 10 per cent. of the net profits for management; a
further 10 per cent. is to be divided amongst five other directors.

(For solution see Working Papers on pages 136 and 137)
134

Students’ Department
Note 1. As there seems to be no information on which a division of
the field office depreciation can be made between the three groups of build
ings, the entire amount is charged directly to profit and loss. The depre
ciation will be $1,500 in three years, or $500 per year.
Note 2. The taxes, $2,400, cover a year, beginning June 1, 1922. As
the land was not purchased until July 1, 1922, one month’s taxes, or $200,
is a proper charge to the cost of the land. It is possible that the real
estate taxes should be thrown into the real estate account as a capitalized
carrying charge. This is not very conservative accounting, however, and
in this particular case it seems to be impossible to make any reasonable
apportionment of taxes between capitalized carrying charges and expenses.
If any taxes are to be capitalized they should be only the taxes applicable
to the lots unsold. If this were done it would be permissible to charge to
the cost of the group 1 buildings such a proportion of the taxes as had
accrued prior to the dates of sales. But these dates are not known. There
fore the most reasonable thing to do seems to be to charge the entire
amount of taxes as an expense.
Note 3. It will be noticed that a division of the general expense
account is made as at November 30, 1922. Notwithstanding this fact the
entire general expense is shown as a charge to profit and loss. Theo
retically it would be permissible to charge the real estate account with the
general expense applicable to the period during which the real estate was
being developed; general expense incurred after the period of sales began
should be treated as an expense. No sales were made until after March 31,
1923, because the building operations were not completed until after that
date. The general expense prior to March 31, 1923, might, therefore, be
charged in part to the land and in part to the buildings. But there is no
way of dividing the expense account as of March 31, 1923, and if there
were it would be impossible to make a distribution of the expense prior to
that date as between the land and the three groups of buildings.
Note 4. The stated ratio of 20 per cent. and 80 per cent. is used for the
division of costs between the two classes of houses in group 1, in respect
of the following items:
Payments to contractor on requisitions.
Payments to contractor for fixed fee.
Payments to contractor for extras and other fees.
Credits for transfers of labor and materials to groups 2 and 3.
Inspection fees for houses.
Gifts and bonuses for houses.
Compensation paid for cancelation of order for mill work.
Depreciation of saw mill.
Fire insurance on 12 houses.
Coal for heating houses during construction.
Architect’s fee.
Credit for plant, materials and loose tools.
Bonus to contractor.
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s o i l ... .

.....

120,000

42,000

Trial balance
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,

......

..

6..sem i-detached ........................... . .............. ..........
Grading ...............................................................................
Sewering .............................................................................
Developing — unimproved W alker land ......................

1.. d etach ed ...............................................

.

............
....

.......

13,400

4,500
2,500

662
3,200

Surveys o f W alker land ...............
.................
65 0
Removal and storage—600 loads top
1,3 00
Option on Graham estate ............... .......................
7 ,500
Sales from sand-pit, Walker land. ................. .
1,200
Sales o f top soil, 90 lo a d s.. .............
........... .
450
Field office—cost o f building .......................................1,650
Sewer assessment— Walker lan d ...............
4,800
Organization expense .........
...........
1,620
Retaining fee to law yer...
................
1,000
Legal charges, mortgages and sales ......................
450
Real-estate taxes —W alker land .................................
2,400
Outstanding mortgages on houses ............................
16,000
Commissions, etc., on building loan s. ...................................... 4,80 0
Interest, etc, on building loans .........
............
750
General expense, June 1 to November 3 0 , 1 9 2 2 ....
5,200
General expense, December 1 to May 81, 1 9 2 3 ....
5,500
Capital stock, preferred,
cum ulative.............. ..
125,00 0
Capital stock, common. ........................
Group 1—
Paid to contractor on requisitions . ..................
156,600
Paid to contractor on fixed fee. .........10,000
Paid to contractor on extras and fees ...........
24,3 1 0
Balance due to contractor for group 1 .....................
1,9 10
Transfer of labor and material to group 2 ...........
175
Transfer o f labor and material to group 3
125
Inspection fees for houses ............................................
250
Gifts and bonuses for houses ................................
150
Cancelation o f mill orders ..............................................
1,500
Hire-purchase instalments, saw m ill.... ..............
150
Fire insurance on 12 houses ................. ........................
90
Coal for heating during construction ......................
3 20
Planting gardens and making lawn s .....................
2,000
Sales o f houses—
1 detached ...................................................................
28 ,500
9 semi-detached ...........................................
191,650
Loss on second mortgages
1..detached .............................................
2,100
6 ..sem i-detached ........................................................
10,375
Commissions on sales o f houses :

Land purchase — Walker e s ta te ................. .............
Reserve for development o f above land.

Solution:

25,000 (b )

(N ote 5 )

250(a) 2,28 0 (d )

(N ote 4 )

(N ote 3 )

100 (e )

(N o te 2 )

(N o te 1)

Adjustments

18,400

200

4,80 0

650

120,000

42,000

506
281

662

2,100

30
300
15
18
64
450

50

4 ,862

81,3 20
3,000

s

28,500

25

3,200
1,744
969

10,375

191,650

72
256
1,550

140.

100

35
200
120
1,200

125,280
8,000
19,448

Group 1 B uilding
10 semi-detached

2 detached

—

W ORKING PA PE R S
Walker land

1,250

2 ,250

Group 2

60

G roups

910
8,200
5 ,500

4 ,800

45 0
2,200

1,000

500

225
1,200

Profit-lo ss

75

1 ,620

1,150

7 ,500

1,275

940
3,

150,000
7,500

16000

Balance-sheet
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....

.

Ditto —d own . ............
20% of profits to president and directors .................
Net p rofit .......... ..........................

.

.

...

Semi-detached houses ..............................
Cost o f group 2 houses ..................... ............................
Cost o f group 3 h o u s e s ....... ............. ................
Profit on group 1 houses :
Detached .......... . ....................................... ..............
Semi-detached ...............
......................
Net profit before salaries .... ... ............................

.......

D etached .....................................................................

.

175
125

9,500
7,200

4,000
620
600

10,000

1,670

1,220

(N o te 11)

(N ote 10)

35,998

1 3 6 3 (f)
4 ,695(f)

160(e)

2,250(c)

250(a)

3 5,998

6 ,0 5 8 (f)

(N ote 8)

(N o te 9)

2,280(d)

2,250(c)

25,000(b)

Ad j ustments

(N o te 7)

427,400 427,400

15,768

15

800
250

...4 2 0

Rent o f field office..................
................... ..
Unissued preferred stock. ......................... ............
Land—group 1, com pleted houses only:
Detached houses—90 feet. ...................
Semi-detached houses—310 feet ..........................
Plant, materials and loose tools ..................................
Reduction o f group 1 costs for above .......................
Bonus to contractor, 40% o f ($172,000—$166,300).
Accrued interest on $16,000 m ortgages.
.........
Land— adjustm ’t for overcharge to completed houses
Reduction o f cost on: Detached houses ...................
• Semi-detached houses .........
Balance o f Walker land ..................... ............................
Inventories —group 1 houses;

...

.

......

Architect's fees:
Group 1 ......................................................................
Group 2 ......................................................................
Group 3 ......................................................................
Balance due to architect ...............................................
W ork billed and paid—group 2 ....................... ..........
Work billed and paid— g r o u p s ...................................
Valgimigli company, 10% retained .................
Group 2, transfer from group 1 .................................
Group 3, transfer from group 1 ...............................
Hire-purchase payments, concrete m ix er.
Office furniture ............................ ..................................
Petty cash ........................... .........................................
Fire insurance— field o ffice ..........................................
Notes p ayab le ............... ...... ...........................................
First National Bank .................
.........

Trial balance

145,108

6,058

145,108

83,108

4,500
15,500

52,270

8,842

45G

4,500

14

800

52,270

21,897

1,363

450

17,274

4,695

1,800

215,659 215,659

22,605

1,824

15,500

56

3,200

W ORKING PA PE R S — Continued
Walker land
----- — Grou p 1 B uildings
2 detached
10 semi-detached

13,865

70

175

9 ,500

6 20

13,865

13,865

Group 2

7,9 95

70

125

7,200

600

7 ,995

7 ,995.

Group 3

9,547

7,638

1,909

28,3 47

9,547

15

9,547

9,5 47

28,3 47

8 ,842
22,605

250

Profit-l oss

1,909
7,638

160

10,000

200,037 200,037

21,897
17,274
13,865
7,995

83,1.08

2,2 50

25,000

15,768

210
800
250

1,670

1,220

Balance-sheet
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Note 6. The $2,250 grading cost allocated to group 1 is divided
between detached and semi-detached houses on the basis of frontage:

Detached
Semi-detached

90/400 of $2,250 = $ 506.25, or $ 506
310/400 of 2,250 = 1,743.75, or 1,744

The same ratio is used in dividing the sewering cost of $1,250.
Note 7. The contractor is credited with a bonus of $2,280.00, com
puted as follows : The payment to the contractor for requisitions, $156,600.00,
minus the $175.00 item and the $125.00 item for transfers to groups 2 and 3,
leaves a balance of $156,300.00. To this balance is added the $10,000.00
fixed fee, making a total of $166,300.00. Deducting this sum from
$172,000.00 leaves a balance of $5,700.00, on which the contractor is
entitled to a bonus of 40 per cent., or $2,280.00.
Note 8. The land was to be charged against completed houses at the
rate of $1,000.00 per lot of 20 feet. At this rate the charge to the detached
houses for 90 feet was $4,500.00, and the charge to the semi-detached
houses for 310 feet was $15,500.00. But $1,000.00 per lot was too high a
charge. The land has cost:
Purchase price ................................. $120,000.00
Less reserve for development.........................
42,000.00
Net purchase price..........................................
Surveys .............................................................
Sewer ..............................................................
Taxes accruedbefore purchase .......................

Total ..................................................................

78,000.00
650.00
4,800.00
200.00

$83,650.00

As 20 lots out of the total of 120 have been used for completed houses
in group 1, the proper charge for the land should have been % of $83,650.00,
or $13,942.00. The $20,000.00 charge was, therefore, $6,058.00 too high.
Unless an adjustment is made for this item the profits on the sales will
be understated, and the land remaining will be undervalued. Six thousand
and fifty-eight dollars is 30.29 per cent. of $20,000.00. Applying this rate
to $4,500.00 and $15,500.00, we have $1,363.00 and $4,695.00 as the cor
rections for detached and semi-detached houses, respectively.
Note 9. The balance of the Walker land account, after crediting the
account with the corrected amounts charged to completed houses, is com
puted as follows:
Total of land cost as shown in note 8............. $83,650.00
Less corrected amounts charged to group 1 ... 13,942.00
Balance ..............................................................
Add development charges on unimproved land

69,708.00
13,400.00

Total ..................................................................

$83,108.00
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Note 10. The inventory values of houses in group 1 are computed as
follows:
Paid to contractor on requisitions...
Paid to contractor—fixed fee.............
Paid to contractor—extras................
Inspection fee for houses ................
Gifts and bonuses for houses ...........
Cancelation of mill orders ..............
Depreciation—saw mill ....................
Fire insurance ....................................
Heating during construction ...........
Planting gardens and making lawns..
Grading ..............................................
Sewering ............................................
Architect’s fee ..................................
Depreciation—concrete mixer ..........
Land ...................................................
Bonus to contractor .........................

Detached
$31,320
2,000
4,862
50
30
300
15
18
64
450
506
281
800
14
4,500
456

Semi-detached
$125,280
8,000
19,448
200
120
1,200
60
72
256
1,550
1,744
969
3,200
56
15,500
1,824

Total ...........................................

45,666

179,479

Deduct:
Transfer of material and labor to group 2 $ 35
Transfer of material and labor to group 3
25
Plant, materials and loose tools .......
450
Adjustment of charge for land.......
1,363

Cost: 2 detached houses ................

1,873

6,735

$43,793
$172,744

10 semi-detached houses .........

Inventories: 1 detached house..........
1 semi-detached house..

$ 140
100
1,800
4,695

$21,897

$17,274

Note 11. As usual, in the case of salaries or bonuses based on the
profits, the question arises as to whether the salary is to be considered an
expense before considering the profits to be net. In this solution the profits
are considered to be net before deducting the salaries. If the salaries are
to be considered an expense, they would be computed as follows:

$9,547 ÷ 120% = $7,956, the net profit.
$9,547 — $7,956 = $1,591, the salaries.
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The Benson Company
Profit-and-loss Statement
For the Year ended May 31, 1923

Sales ................................................................

SemiDetached detached Total
$28,500 $191,650 $220,150

Deduct: Commissions on sales .....................
Loss on second mortgages .............

662
2,100

3,200
10,375

3,862
12,475

Total deductions..............................

2,762

13,575

16,337

Net proceeds of sales ......................................

25,738

178,075

203,813

Deduct cost of houses sold:
Total cost (per statement in note 10)...
Less inventory (average cost) ..............

43,793
21,897

172,744
17,274

216,537
39,171

Cost of houses sold ................................

21,896

155,470

177,366

Gross profit on sales ......................................

3,842

22,605

26,447

500
15
1,000
450
2,200
4,800
910
8,700
1,909

20,484

Average—Detached houses....... $3,842
Semi-detached ...........
2,512

Deduct expenses:
Field office:
Depreciation ......................................
Fire insurance ..................................
Retaining fee to lawyer .........................
Legal charges on mortgages and sales ..
Real estate taxes ......................................
Commissions, etc., on building loans ....
Interest on building loans........................
General expense ......................................
Salaries to president and directors.........
Profit on building operations .........................
Add other income:
Rent of field office ..................................
Profit on sales of top-soil.......................
Sales from sand pit ................................

Net profit for the year ..................................
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5,963

250
225
1,200

1,675
$ 7,638
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The Benson Company
Balance-sheet
May 31, 1923
Assets

Fixed assets:
Field office ..................................................................
Saw mill—instalment contract ..................................
Concrete mixer—instalment contract .......................
Plant materials and loose tools ................................
Office furniture ...........................................................

$ 1,150
75
210
2,250
800 $ 4,485

Real estate:
Land .....................................................................
83,108
Detached house—group 1 ...........................................
21,897
Semi-detached house—group 2 ................................
17,274
Group 2 houses under construction.........................
13,865
Group 3 houses under construction .........................
7,995
Top soil stored ...........................................................
1,275

Other property:
Option on Graham land .............................................
Petty cash ....................................................................
First National Bank ..................................................

7,500
250
15,768

Deferred charges:
Organization expenses .......................................

145,414

23,518

1,620
$175,037

Liabilities
Current liabilities:
Due to contractor ............................................... $ 3,940
Due to architect .........................................................
1,220
Valgimigli company ..................................................
1,670
Notes payable .............................................................
10,000
Accrued interest .......................................................
160
Accrued salaries to president and directors .............
1,909 $ 18,899

Fixed liabilities:
Mortgage payable ...............................................
16,000
Capital:
Capital stock preferred—authorized .................. 150,000
Less unissued .....................................................
25,000
Outstanding .........................................................
Capital stock common ................................................
Surplus ...................................................

125,000
7,500
7,638

140,138

$175,037
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5. (8 points) :
The vendor of a business to a corporation has taken part of the
purchase price in preferred and common stock.
On account of a decline of the annual profits, the vendor makes a gift
to the corporation of $100,000 preferred stock, to be sold for the benefit
of the corporation.
How should this be treated on the books of the corporation? May
the $100,000 be used for payment of dividends?
Solution:
The corporation should debit treasury stock preferred, and credit
capital surplus. If a deficit existed before the gift, the deficit should be
closed from the books, and only the excess should be credited to capital
surplus. Any surplus balance remaining would be available for dividends.

Fred W. Hart and Elmer J. Bauer announce the formation of a part
nership, practising under the firm name of Hart & Bauer, with offices at
921-22 Chicago Trust building, Clark and Monroe streets, Chicago, Illinois.

John F. Byrne, A. F. Lindberg, Joseph T. Byrne and I. A. Lindberg
announce the formation of a partnership under the firm name of Byrne,
Lindberg & Byrne, with offices at 30 Broad street, New York.

Harry J. Douglas and Roderick MacLeod announce the formation of
a partnership under the firm name of Douglas & MacLeod, with offices in
the Kohl building, San Francisco, California.
M. Blumenstock and M. Sugarman announce the formation of a part
nership under the firm name of Blumenstock & Sugarman, with offices at
110 East 42nd street, New York.

Chester P. Child announces the opening of a branch office in the
Waterbury National Bank building, 193 Grand street, Waterbury, Con
necticut.
—
H. Ivor Thomas announces the removal of his offices to 1008-9
A. G. Bartlett building, Seventh and Spring streets, Los Angeles,
California.
-------------------------Alexander J. Lindsay announces the opening of an office in the
First National Bank building, Denver, Colorado.

Abraham Karmel announces the removal of his offices to the
Flatiron building, 949 Broadway, New York.
E. Herbert Dingley announces the removal of his office to 110 Main
street, Farmington, Maine.

Bennett & Berck announce the removal of their offices to 276 Fifth
avenue, New York.
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